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That wages in general should be increased 25 per cent 
at the expense of profits is the suggestion, though not the 
assertion, of the much-publicized Nathan report that was 
presented to the CIO last December 11. Most of the 
publicity concerning this report has been misleading and 
superficial, but a careful study of the report reveals a 
pattern of analysis that seems likely to guide organized 
labor for years to come. It is not a repetition of the famil- 
iar demand of labor for higher wages, shorter hours, 
and better working conditions; it is an assertion that 
profits are dangerously high, that these high profits 
threaten our national welfare, and that, for 1947, only 
higher wages can save the country from collapse. Dis- 
agreement with the conclusions are more likely to be 
based on the validity of the facts, largely statistical, than 
upon the pattern of analysis. 

A similar but much more fully developed presenta- 
tion of economic facts was transmitted to Congress on 
January 8, 1947, as the first annual Economic Report of 
the President.2 This latter report is intended to be a 
relatively noncontroversial review and measure of the 
economic conditions of the nation for 1946 and a fore- 
cast for 1947. But it also contains recommendations for 
Congressional action that are necessarily subject to con- 
troversy. Without stirring up the controversy engen- 
dered by the Nathan document, this report of the Pres- 
iient offers a comprehensive picture of the economic 
conditions of the present and recent past that is similar 
in structure to that upon which the Nathan report is 
based. 

Each report constitutes a framework which may be 
used for diverse formulations of policy, but neither pre- 
tends to gtve all the answers to our immediate prob- 
lems. The President's report ra’ses the more-important 
issues requiring analysis and presents available organized 
data which are essential in formulating policies. The 
Nathan report is an application of an analysis such as 
that of the President's report to a specific immediate 
problem. The most-significant feature of both is the 
method of analysis used—a method that is destined for 
widespread use and that is not tied to any particular eco- 
nomic philosophy. 

If the Nathan report were prepared by an economic 
quack or a communist, we might appropriately ignore 
it or seriously discount it; but Mr. Robert R. Nathan. 
who assumes major responsibility for the authorship, 





1 Robert R. Nathan and Oscar Gass, A National Wage Policy 
for 1947, Washington, Robert R. Nathan Associates, Inc., 1946. 
50 cents. Hereafter referred to as Nathan Report. 

2 Available from the Superintendent of Documents, U. S. Gov- 
ernment Printing Office, Washington 25, D. C. 15 cents. Hereafter 
referred toas President's Report. 


is neither of- these. He is an unusually able economist 
and statistician who has come to these conclusions trom 
close association with the best available measures ot 
our economic activity Over a period of many years.* He 
believes that private enterprise can and should be saved, 
but that important changes in our approach to the dis- 
tribution of income are necessary for such salvation. 
However, while Mr. Nathan's qualifications compel us to 
take his report seriously, they by no means assure us 
that it is free from serious errors nor do they warrant 
our accepting all of his conclusions. 

The President’s report provides data useful for the 
analysis of the Nathan report as well as for independent 
formulation of policy. It discusses such questions as: 


(1) What were the conditions of employment and 
unemployment in 1946 and what are the prospects for 
1947? 

(2) How can a high level of employment be main- 
ained in 1947? 

(3) What has happened to prices, wages, and profits 
in 1946 and what are the 1947 prospects? 

(+) What favorable and unfavorable influences in 

1947 will affect the demand of foreign buyers, consum- 
ers, business, and government? 
The President’s report is a convenient checklist of very 
powertul forces. It does not overlook any of the issues 
basic to the Nathan report, but it has adopted a much- 
nulder and less-urgent tone, pointing out dangers and 
making recommendations both tor short-range and long- 
range action. 

The Nathan report, on the other hand, concentrates 
on the question, “What is the best labor policy for 1947?” 
The disc’ ssion ruses or leads to the following principal 
issues : 

(1) Areall rates of profits too high? 

(2) Does Mr. Nathan use appropriate statistics as 
measures of corporate profits ? 

(3) What is the basis for the claim that high profits 
are a serious danger ? 

(+) What will happen to production, prices, and 
profits in 1947? 

(5) Can labor union policy correct such excesses as 
niay exist ? 

(6) Is immediate action necessary ? 

The purpose of the present article is to clarify these is- 
sues. In the discussion there will be an examination of 





3 Before the war he was chief of the National Income Division, 
U.S. Department of Commerce. During the war he was assistant 
director of research and statistics of the Office of Production Man- 
agement and Defense Advisory Commission, and chairman of the 
Planning Committee of the War Production Board. 
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the background questions with which both reports are 
concerned, 


(1) Are allratcs of profits too high? 


The Nathan report states categorically that profits are 
too high, that this condition is dangerous, and that we 
are risking an economic collapse as a result. In a much- 
milder indirect way, the President’s report implies that 
profits are too high. Nathan’s statement is general—he 
recognizes that what he finds concerning the overall con- 
ditions are not necessarily characteristic of any one 1n- 
dustry or of any corporation. His conclusions cannot 
therefore be applied to any particular situation without 
additional data. His critics have usually not recognized 
or admitted that Nathan reiterates this limitation in his 
analysis. 

The President, in contrast, is both general and specific. 
To quote: “Business should reduce prices whenever pos- 
sible . . . Price reductions are especially needed in 
the case of goods such as many articles of food, clothing, 
housefurnishings, and building materials, whose prices 
have risen out of line.’’* It is only by implication that 
this can be taken as an indication that profits are too high. 
He asks labor to “refrain from demands for excessive 
wage increases,”* but there is no suggestion that wages 
should be cut. Presumably, it is profits that are to be re- 
duced in order to make price cuts possible. 

It is, however, one thing to make broad statements or 
implications that profits are too high and quite another 
thing to say what they should be or even how low they 
must be before they are not “dangerous.” Nathan im- 
plies but does not assert that the average rate of profits 
earned in the years 1936 through 1939 is an appropriate 
rate. According to his computations this was 2.9 per cent 
of net worth.® 

According to the Nathan estimates, profits after taxes 
amounted to 5.2 per cent of net worth in 1929, 4.5 per 
cent in 1940, and averaged 6.7 per cent during the war 
vears (1941 to 1945 inclusive).* But it is the rate of 
profits estimated for the last two quarters of 1946 that 
Mr. Nathan finds particularly objectionable. He esti- 
mates these at 8.4 per cent per year for the third quarter 
and 9.1 per cent for the fourth quarter.® The latter, it 
should be noted, is more than three times the 1936-1939 
average. 

We can hardly expect to obtain any agreement as to 
what constitutes reasonable or normal profits, though 
the rates for the last half of 1946 as computed by Mr. 
Nathan seem high. Yet it is one thing to say that profits 
cf 9.1 per cent per year are excessive if earned annually 
over a period of several years and quite another to term 
that rate excessive when it applies to a three-month 
period. To earn even 2.9 per cent for a long-term aver- 
age, merchants and manufacturers must earn consider- 
ably more in some years to make up for losses or low 
profits in others. Public policy can ill afford to overlook 
this fact, however it may regard the general implications 
of the Nathan report. 





* President’s Report, p. 20. 

5 Nathan Report, p. 10. 

® Ibid., p. 67. As presented in the report, these percentages are 
not labeled as annual rates. This, however, is obviously an over- 
sight. 


More recently the National City Bank in its Monthly 
[.cttcr has published a compilation of earnings of a large 
sample (2,958) of corporations in 1946 and has indicated 
their reported earnings as percentages of net worth.’ The 
sample is composed primarily, perhaps exclusively, of 
large corporations and includes more than 50 per cent of 
the estimated corporate income for the year. The results 
may not be representative of the profits of small busi- 
ness, but they do have very interesting suggestions af- 
fecting current labor disputes. The earnings of iron and 
steel corporations were 7.5 per cent of net worth; those 
of automobile and truck corporations, 6.9 per cent; coal 
mining, 7.5 per cent before depletion charges in some 
cases; and telephone and telegraph, 6.9 per cent. The 
highest rates of earnings in general were found in those 
industries which the President listed as having exces- 
sively high prices. Specifically. the earnings of baking 
were 21.8 per cent; dairy products, 18.9 per cent; and 
“other food products,’’* 18.1 per cent. The related in- 
dustries of brewing and distilling were even higher, 23.4 
per cent and 42.1 per cent, respectively.® 

In the clothing and textile group of industries, profits 
ranged from 20.8 per cent to 28.2 per cent. The group 
includes cotton, silk, ravon, woolen goods, hosiery and 
knitted goods, other textile products, and clothing ap- 
parel. Industries that could be classified as producers of 
house furnishings generally made between 10 per cent 
and 20 per cent, while producers of building materials 
generally had profits of between 10 per cent and 15 per 
cent.® 

Another group of corporations enjoying profits of 
from 18.6 per cent to 25.6 per cent were wholesale and 
retail-trade corporations. The lowest profits class of this 
group was chain stores selling food and the highest was 
mail-order houses. Department stores, other chain stores, 
wholesalers, and miscellaneous retail establishments 
earned between 20.2 and 23.9 per cent. 

Industrial groups earning 20 per cent and more but 
not mentioned above include tires and rubber products ; 
drugs, soap, etc.; mining and quarrying other than coal, 
metal, oil, and gas companies; and amusements.® 

Whatever may be the merit of the assertion that high 
profits should be reduced by increasing wages or de- 
creasing prices, it appears that the industries facing the 
greatest pressure from the unions are those making the 
least profits rather than those which are making the most. 
Nevertheless, before accepting even this conclusion too 
readily, let us inquire into the usefulness of the statistical 
data to which we have referred. 


(2) Does Mr. Nathan use appropriate statistics as 

measures of corporate profits? 

If the level of profits were not already a matter of 
public concern, the Nathan report has certainly made it 
so. It is therefore especially important that our statistics 
of profits be reasonably accurate and appropriately de- 
fined. Profit figures that are valuable for other purposes 

7 Apr. 1947, pp. 45-47. 

8 Does not include meat packing, earning 10.8 per cent, and 
sugar, earning 9.5 per cent. 

®° It must be noted that all of these percentages are based upon 


published reports which are inclusive of “inventory profits.” For 
the importance of these see Section (2) below. 
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may easily mislead us if we use them as guides in de- 
veloping policies to reduce corporate earnings. 

The methods used by the President's advisers, by Mr. 
Nathan, and by the National City Bank are in wide use 
and are reliable for many purposes; but they are based 
upon the published annual reports of large corporations 
and are subject to all of the limitations of the accounting 
systems used in preparing the data for such reports. 
Within these limits, the estimates in the reports of the 
President and Mr. Nathan appear as accurate as avail- 
able data permitted. The total of corporate profits after 
taxes (about $12 billion) is the same in both reports. 
Moreover, the percentages quoted for 1946 appear rea- 
sonably consistent with the more-recent data published 
by the National City Bank (9.5 per cent for all corpora- 
tions in the sample ).*° 

One serious defect, however, undermines much of the 
force of the Nathan analysis. Corporation profits as re- 
ported by most corporations, large and small, for both 
tax purposes and corporation reports, reflect profits on 
inventories when prices are rising and losses when prices 
are falling. Inventories are priced at the cost of the last 
goods bought or produced, or the market price, which- 
ever is lower. Hence, if a manufacturer had 1,000,000 
articles on hand on January 1, 1946 that cost $2.00 each, 
and if he had the same number of identical items on 
hand at the close of the vear when the cost was $3.00, 
his profit-and-loss statement would show $1,000,000 
profit just because of this price change.*®* He could not 
pay that million out in dividends, in higher wages, or use 
it to buy new plant and equipment, because it had been 
required for inventory replacement. As far as operations 
are concerned, it would be an overstatement of his profits 
by the full million. 

This misleading accounting practice may be explained 
more adequately by reference to the practice which goes 
with it of computing costs of goods sold. The method 
is called first-in, first-out or “fifo.”” Under this method it 
is assumed that the first goods bought or produced are 
the first goods sold, whether or not this is in fact the 
case. When prices are rising this means that costs of 
goods sold are computed on the basis of the lowest cost, 
which is never enough to replace the necessary inventory. 
At the end of the year, therefore, the value of goods 
on hand are priced at the cost of the last goods bought. 
thus producing the result descrived above. If goods sold 
were priced, for cost purposes, on the basis of the cost 
of the last goods bought (last-in, first-out or “lifo”’ 
basis), this problem of misleading profit data would 
almost disappear. Only a minority of corporations use 
this basis. 

Businessmen or their accountants have been mis- 
leading themselves for vears by the first-in, first-out 
method of accounting and now they are misleading labor 
and the public into thinking they have made more than 
they have. Whatever the effects of this practice, it is 
business and industry that will be the first to suffer. If 
they pay out money from profits which they do not have. 
they may find their ability to operate seriously impaired, 


10 Monthly Letter, Apr. 1947, p. 46. 


10a This example assumes sales during the year of at least 
1,000,000 articles. 





especially when prices drop and banks are less willing to 
advance them credit. 

According to estimates in the President's report, these 
so-called inventory profits amounted to $3.5 billion for 
all business and industry.*! About $2.7 billion of this 
may be estimated as allocable to corporations. For the 
purpose at hand, theretore, this $2.7 billion must be de- 
ducted from the $12 billion of corporate profits estimat- 
ed tor the year 1946. Similar adjustments for 1944 and 
1945 would be relatively insignificant, but the cumula- 
tive total for the vears 1941 through 1945 amount almost 
to $6 billion tor all business and industry or about $4.2 
billion for corporations.'* Thus the Nathan estimates for 
1946 appear to be about 30 per cent too high for the pur- 
poses for which they are being used. 

As we have seen, the profit estimates of the Nathan 
report are presented tor 1946 as quarterly estimates at 
annual rates which show a consistent upward trend dur- 
ing the year.’® If these are adjusted to eliminate the effect 
of price changes in inventory valuation, the upward trend 
is broken in the third quarter and there is a distinct drop 
in the profit rate for the fourth quarter. As long as 1946 
profit data show a consistent upward trend, there may 
be some justification for forcasting the income of 1947 
as a continuation of that trend or at least of the level 
attained by the end of the year. But any break in the 
trend seriously undermines the basis for anv such fore- 
cast, particularly when the profits for that last quarter 
were swollen by an exceptionally high level of Christmas 
sales. 

The actual data will make this last point more con- 
crete. Corporate profits for 1946 are estimated at $12 
billion by both the Nathan report and that of the Presi- 
dent. Aiter adjusting for inventory revaluation, we get 
about $9.3 billion. Quarterly rates otherwise estimated 
tor successive quarters of 1946 were $9.1 billion, $11.4 
billion, $13.6 billion, and $14.9 billion, respectively." 
Adjustment of these figures for price changes of inven- 
tories does not influence the first two nearly as much as 
the last two because of the sharp price increases after 
the removal of price controls. The adjusted data are 
roughly $8.5 billion, $10.1 billion, $10.0 billion, and $9.5 
billion.*’ In the former series there is not the slightest 
break in the upward trend ot profits, but the latter series 
shows a slight decline in the third quarter and a sharpe: 
decline in the tourth in spite of the unusually high level 
ot Christmas buying.*** 





11 President’s Report, p. 38. This figure ($3.5 billion) is sub- 
ject to a possible wide margin of error. See also footnote 15a. 

12 Survey of Current Business, Feb. 1946, p.7, table 5. 

13 Nathan Report, p. 61. As presented in the tables accompany- 
ing the report, these profits are not labeled as annual rates. This is 
obviously an oversight. Otherwise, the profits for 1946, after taxes, 
would be stated as $49 billion or four times those shown in other 
estimates. 

14 Nathan Report, p. 61. 

15 This adjustment was made by allocating the inventory re- 
valuation among the four quarters in proportion to the increase 
of wholesale prices in each quarter. 

15a The essential question of this section is not whether fourth- 
quarter profits were $14.9 billion or $9.5 billion or some other 
amount, but whether data which were unadjusted for inventory 
revaluation can be other than misleading. More-recent unpublished 
information suggests that the $3.5 billion of revaluation adjust- 
ment should have been $6 billion with $4.7 billion of this allocable 
to corporations. Revised estimates of corporate profits (Survey of 
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(3) What is the basis for the claim that high profits 
are a serious danger? 


The whole basis for the Nathan report is the belief 
that it is possible for us as a nation to save too much and 
that this is an imminent danger. Whatever one’s personal 
beliefs on this point may be, the argument is one about 
which nobody can afford to be ignorant. It is widely ef- 
fective in the determination of public policy and of policy 
proposals that are given serious consideration. Mr. Na- 
than is only one of numerous economists who adhere to 
this point of view, but his Mobilizing for Abundance 
probably presents the clearest, most easily understood 
exposition available. 

The argument runs something like this: At any par- 
ticular level of national income, and at a given distribu- 
tion of that income, there is a tendency for society to save 
2 certain percentage of the total. We may appropriately 
assume chat there is adequate investment opportunity for 
these savings. The analysis of the facts at any particular 
time will disclose that people with incomes in the lowest 
brackets will consume more than they earn. They are said 
to have negative savings. As higher income levels are 
examined, these negative savings diminish and are re- 
placed by positive savings. At the highest income levels, 
we find that savings increase both absolutely and as a per- 
centage of the average person's income.*? 

Except during periods of depression or recession, 
which this theory attempts to explain, both national in- 
come and savings will be increasing but the latter will be 
increasing faster than the former. If, for example, the 
income of all persons were to double, those at the lower 
income levels would have less of a tendency to spend 
more than they earn. A typical family with a $1,000 in- 
come in the earlier period would have spent about 103 
per cent of its income.'* That is, its spendings would have 
exceeded its income by $30. Another family with $2,000 
of income in the earlier period would have saved $147, or 
7 1/3 per cent of its income, but one with $4,000 would 
have saved about $373 or 18 2/3 per cent. And so, as we 
go on up the income scale, we find savings constituting an 
ever-increasing proportion of the income of individuals. 
In the hypothetical situation, after all incomes were dou- 
bled, the families that had been spending 103 per cent 
of their income would now save 7 1/3 per cent ; and those 
that had saved 7 1/3 per cent would save 18 2/3 per cent. 





Curreni Business, June 1947, p. 10) generally confirm the Nathan 
figures, except that fourth-quarter estimates are distinctly higher. 
These revised estimates for the four quarters are $9.1 billion, 
$11.5 billion, $13.5 billion, and $16.1 billion, respectively. Adjust- 
ing the revised-profits figures with the revised data on inventory 
revaluation would make the case against the Nathan estimates 
very much stronger. Profits for the year would be $7.8 billion 
instead of either $9.3 billion or $12 billion. Quarterly estimates of 
annual rates for 1946 would then be $8.1 billion, $9.3 billion, $7.3 
billion, and $6.7 billion, respectively. In view of expectations that 
prices in many lines may be reduced, perhaps substantially, it is 
appropriate to note that. when this occurs, profit adjustments will 
have to be made in the opposite direction. That is, in the period of 
declining prices operating profits will be underestimated just as 
1946 profits are now being overestimated. 

16 Robert R. Nathan, J/obilizing for Abundance, New York, 
Whittlesey House. McGraw-Hili Book Co., 1944. 

17 For detailed results of a study of 1935-1936 incomes and 
savings, see National Resources Committee, Consumers Expendi- 
tures in the United States, Washington, U. S. Government Print- 
ing Office, 1939, p. 83. 

?S Approximate data from reference in footnote 17. 


The country as a whole might then save 20 per cent or 
more instead of 10 per cent. 

Savings plus spendings of individuals necessarily con- 
stitute all of the national income. Accordingly, as national 
income increases and savings constitute an increasing 
percentage of the total, spendings must constitute an 
ever decreasing percentage of the same total. But such 
spendings and effective consumer demand are the same. 
Hence, the demand for more goods and services is in- 
creasing but at a slower rate than the savings which pro- 
vide the capital to create the additional goods and ser- 
vices. In time, therefore, expanding capital equipment 
must be faced by a market demand inadequate to consume 
its output. This situation prevails generally and leads 
directly to unemployment and depression. 

Let us look at the same process from another point 
of view. All of the money income that is distributed in 
the form of wages, interest, reat, and profits is a distri- 
bution of the value of the goods and services produced. 
The goods and services are therefore valued at an amount 
equal to the amount of money income so distributed (plus 
undistributed profits). To maintain stability, this pur- 
chasing power created and distributed must be used to 
purchase the goods and services which that purchasing 
power represents. Savings by their very nature can be 
used only to purchase machinery, plant expansion, and 
other similar items. These will be bought only as long as 
a profit may be expected from the investment. With the 
relative decline in demand for consumers’ goods, the 
time must come when such profit can no longer be ex- 
pected. When this time comes, unwanted inventories are 
accumulated by retailers, wholesalers, and manufactur- 
ers as a result of a failure of sales to keep up with pur- 
chases. Temporary shutdowns curtail general purchas- 
ing power which in turn makes it more difficult to dis- 
pose of both surplus inventories and current production. 

The solution, according to this point of view, lies in 
increasing the relative amount of income going to those 
who spend and decreasing the portion that would go to 
those who save. This may be done by decreasing taxes on 
the former and increasing taxes on the latter. Since low- 
income earners save nothing and high-income earners 
save much, this policv of taxation would mean reducing 
taxes on the former and increasing it on the latter. Dur- 
ing part of the 1930s this redistribution of purchasing 
power was carried on by the government’s borrowing 
from the savers and paving to others less fortunate or 
less thrifty through various government projects. 

Mr. Nathan has seen or thinks he has seen higher 
prices and higher profits follow elimination of price con- 
trols in 1946. Profits characteristically go to those who 
save much while high prices compel those who save little 
or nothing to buy less goods and services for their money. 
Wage earners who spend much and save little were able, 
according to Mr. Nathan, to buy less goods with the 
same money, and had less money with which to buy.’? 
This latter statement is supported by the President’s re- 
port, which shows total payments of salaries and wages 
to have declined about $1.4 billion in 1943 and about $5.4 
Lillion additional in 1946.°° The higher profits computed 





19 Nathan Report, pp. 5-6. 
20 [bid., p. 41. 
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by Mr. Nathan, combined with lower wage payments. 
produce unprecedented peacetime savings. It is this that 
Mr. Nathan regards as a serious danger. 

However, even if we grant that the trend would be 
dangerous if carried far enough, we have vet to explore 
the question whether the danger is imminent. If ade- 
quate demand for these savings exists, the trend might 
be desirable for a time, even though it is a trend that must 
ultimately be curtailed. It is this subject that constitutes 
the next point of our inquiry. 


(4) What will happen to production, prices, and 
profits in 1947? 

Much of the controversy over public policy today turns 
on forecasts of prospective conditions during the next 
six months or year. It is with such a time period in view 
that the Nathan report says that “It is obviously futile, 
at the present time, to anticipate correction of these dan- 
gcerous trends through reduction in prices and profits.” 
In support of this statement attention is called to the 
elimination of price controls, a disinclination of business- 
men to reduce prices and profits, and a Congressional 
tendency to cut the dollar amounts of taxes more at the 
upper income levels than in the lower brackets. The net 
result, as Mr. Nathan sees it, is to reduce real incomes at 
the lower levels and increase them at the upper levels, 
with a corresponding reduction in consumption expendi- 
tures and increase in savings—in brief, deflation. 

Some observers look at current conditions and see ten- 
dencies toward inflation because goods are scarce and 
money is plentiful. Others see deflationary tendencies and 
dangers of unemployment because goods are increasing 
in volume faster than purchasing power in the hands of 
persons who want to spend it. Each group sees real pres- 
ent tendencies but each sees only a part of the picture. 
Both inflationary and deflationary pressures are present 
and active, but we do not know their relative strength. 
Such measures of these forces as we have are crude and 
not widely understood. It is perhaps significant that the 
persons who are most familiar with these measures are 
men like Mr. Nathan and the President's economic ad- 
visers, who generally take the position that the defla- 
tionary tendencies are the more dangerous. The crude- 
ness of available measures, however, does not provide the 
basis for wholly dependable forecasts. It is the purpose 
here not to attempt to auswer the question with precision, 
but to examine the various converging forces which are 
conveniently outlined for us in the President's report. 

The objectives of the President's report were estab- 
lished by the Employment Act of 1946. This requires 
estimates of conditions necessary “to promote maximum 
employment, production, and purchasing power.”** Rec- 
ognizing that “our labor force fluctuates by several mil- 
hon during the course of any year,” the report indicates 
a belief that “the purposes of the act would be substantial- 
ly achieved if during 1947 we sustain employment at 
about the 1946 levels or slightly higher.”*? The estimates 
used by the report indicated a range of unemployment 
in 1946 of between 1.9 million and 2.7 million.** 

The analysis of production objectives indicates that an 

21 [hid., p. 3. 


22 President’s Report, p. 9. 
23 Jbid., p. 50. 





annual rate of $205 billion of production had been 
reached in the last quarter of 1946, but that labor-man- 
agement disputes and certain shortages continued to be 
limiting factors.** [t was estimated that a 5 per cent in- 
crease in production might be possible in 1947.*! 

The purchasing-power objectives are most important 
irom the point of view of policy determination. Essen- 
tially these are estimates of demand for goods and ser- 
vices of all kinds. This demand, according to the Presi- 
dent’s report, is largely the result of, first, pent-up de- 
mand for goods that were scarce during the war; and, 
second, a high level of current incomes.** In terms of dol- 
lars, unadjusted for prices changes, the annual rate of 
consumer demand during the first part of 1946 was twice 
as high as during the average of the years 1935-1939. 
During the vear this total increased by more than 10 per 
cent.” 

3ut what does this mean in terms of the kind of goods 
people will buy in 1947 ? Without attempting any detailed 
answer, it is appropriate to call attention to the consid- 
erable amount of pent-up demand for automobiles, elec- 
tric appliances, and other consumers’ durable goods. In- 
sofar as pent-up demand was satisfied during 1946, al- 
most all of it had to be satisfied with consumers’ nondur- 
able goods, commodities that will require annual replace- 
ment in any conditions, though possibly not at the level 
required in 1946. It is in these fields that highest profits 
were earned in 19467 and in which substantial price re- 
ductions are expected in 1947. Such price reductions will 
necessarily result in lower profits, but it is not at all nec- 
essary that they bring either widespread losses or unem- 
ployment. 

Among consumers’ durable goods, the prospects are 
quite different. Savings continue at very high rates, re- 
flecting substantial ability to buy commodities that are 
still in short supply. Moreover, the producers of these 
goods can expect a normal peacetime demand far in ex- 
cess of the goods demanded before the war. This is true 
not only because there is more income, but also because 
a higher proportion of the additional income will be spent 
for durable goods. A brief analysis will make this point 
more explicit. The average amount of income after taxes 
that each individual in the country had in 1946 was more 
than twice the 1936-1939 figure.** After adjusting for 
price changes, our average incomes were still almost 50 
per cent above the prewar level. Incomes in the lower 
brackets are necessarily spent more largely for food, 
clothing, and other nondurable goods because the need 
for these is more pressing. But as our national income 
has more than doubled, the number of persons with in- 
comes over $3,000 per vear has greatly increased. This 
group represents potential regular demand for most of 
the consumers’ durable goods that are sold. Accordingly, 
even if there were no pent-up demand resulting solely 
from wartime shortages, the increase in current demand 
for consumers’ durable goods would be far greater pro- 
portionately than the increase in income. 

24 Thid., p. 10. 

*5 [bid., p. 11. 

26 Jhid., p. 13. 

27 Based on National City Bank Monthly Letter, Apr. 1947, 


p. 46. Data unadjusted for “inventory profits.” 
28 President’s Report, p. 12. 
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There are also unfavorable influences acting on con- 
sumer demand. While dollar income increased each quar- 
ter during 1946, this was more than accounted for by 
price increases. In terms of 1944 dollars, the average per 
capita income after taxes during the first quarter was 
$950, but during the last quarter this had fallen to $880. 
This was largely the result of price increases after the 
relaxation of price controls. But it was due in part also 
to the actual decline in dollar wages paid in 1945 and 
1946, After reaching a peak of $28,650 million in the sec- 
ond quarter of 1945, wages declined to a low of $24,580 
million in the first quarter of 1946. Subsequent increases 
brought the total back up to $26,946 million by the third 
quarter.*® 

Consumers account for only a part of demand; the 
part represented by the demand of business, of foreign 
customers, and of government contains elements even 
more difficult to forecast. Business demand for plants. 
equipment, inventories, and commercial construction has 
been in excess of normal because of wartime shortages 
of materials, reconversion requirements, and the high 
level of consumer demand in recent years. Statistical es- 
timates also include residential construction as part of 
business outlays. 

During 1946 the total expenditures on the items re- 
ferred to in the last paragraph amounted to $27 billion, 
almost three times the 1939 figure.*” Almost half of the 
total was in the form of producers’ durable goods; yet it 
is doubtful whether this represents more than a normal 
level of demand for an economy with an income like that 
of 1946. The inventory increase of $6 billion is probably 
high and may not be repeated soon. It is to be accounted 
for primarily by replacements of stocks depleted by the 
war. The remainder is S8 billion of construction, inciud- 
ing $3 billion of residential housing. Considering that 
1939 construction expenditures were $2 billion for resi- 
dential and $1.6 billion for nonresidential construction, 
it can hardly be expected that 1946 construction has gone 
far toward meeting the pent-up demand of the war pe- 
riod. The President's report estimates 1947 housing 
construction of at least S6 billion.** 

Two unfavorable influences affecting demand for cap- 
ital goods need to be mentioned. First, the construction 
industry, perhaps more than any other, is faced by a 
strong and widespread feeling that prices are too high. 
High profits by construction companies and by manu- 
facturers of building materials do not seem to account 
for these high prices to the degree that high profits ac- 
count for high prices in food, clothing, textiles, and 
wholesale and retail trade. Two conditions could at least 
partially explain this situation: (a) labor costs are high 
because of exceptionally high wages and restrictive prac- 
tices of labor unions and; (b) high profits in construc- 
tion may be found largely in unincorporated business, 
whereas the available profits data cover large incorporat- 
ed business only. Thus, high prices may be restricting 
total construction to the disadvantage of manufacturers 
and sellers of construction materials, construction con- 
tractors, and labor in the building trades, as well as po- 

29 J bid., p. 42. 


80 [bid., p. 38. 
31 [bid., p. 21. 





tential buyers who are refraining from building solely be- 
cause they expect very substantial reduction in costs by 
waiting a vear or two. 

The second unfavorable influence is usually of debat- 
able importance though its seriousness is potentially very 
great—that is, the fear of business and industrial man- 
agement that a serious drop in consumer demand is about 
to occur. The facts thus far reviewed do not appear to 
justify this fear, but that does not alter its potential 
threat. 

The President's report indicates that the net balance 
of international transactions is expected to be about the 
same in 1947 as in 1946.** Since a large portion of this 
balance is to be financed by or under the control of the 
government, the estimate of $5 billion of net exports 
is probably very close.** 

Federal expenditures, which must be regarded as part 
o1 the demand for the goods and services of the nation, 
are estimated at $39 billion for the calendar vear 1947 
as compared with $45 billion for 1946.%* State and local 
expenditures for 1946 were $10 billion and these are 
expected to increase to $11 billion during 1947.*° Con- 
sidering the steep upward trend of these expenditures 
in the prewar period*® and the $9 billion level attained 
in 1939, it should not be surprising if they reach $12 bil- 
lion or more in 1947, 

Any estimates of Federal expenditures that may be 
made by the government must be regarded as high for 
two reasons. First, in a period of demobilization it is 
unpossible to forecast the time at which various items of 
expenditures are to be discontinued. In order to be pre- 
pared for performing their required functions. all agen- 
cies must make their estimates on the basis of high long- 
term expectations. Thus errors of overestimating must 
be expected. Second, in a peri«! of potentially declining 
but highly uncertain price conditions, all estimates and 
appropriations must be based on assumptions that will 
produce adequate appropriations. For this reason, too, 
estimates must be expected to be in excess of ultimate 
expenditures. 

This extremely complex combination of factors exert- 
ing both favorable and unfavorable influences upon total 
demand is very difficult to interpret as a whole. There 
seems, however, to be relatively little economic reason 
for expecting serious unemployment in 1947. The peak 
hgure to date is 2.7 million in March 1946." If this 
should rise te much over 3.0 million, it might properly 
he regarded as a potentially serious danger. . 

Price changes are not necessarily related to high levels 
ot productivity. Substantial reductions in prices may be 
expected in many areas as a natural reaction from the 
period of overpricing in the last half of 1946. These do 
not need to be followed by any widespread general cur- 
tailment of production. 

Kather wide shifts in profits are to be expected per- 
haps for a period of the next two years or more. Many 

82 [bid., p. 16. 

33 [hid., p. 7. 

34 bid, p. 18. 

35 Jbid., pp. 18, 39. 


36 See Paul W. Ellis, World’s Biggest Busi 
National Industrial Conference Board 1044, vm ow oe. 
37 Survey of Current Business, Apr. 1947, p. S-9, 
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of those industries which made high profits in 1946 must 
expect lower profits in 1947. On the other hand, pro- 
ducers of consumers’ durable goods who had not at- 
tained capacity output by early 1946 may expect much 
more favorable results in 1947. A large number of small 
ccmpanies must expect to be eliminated in the period 
of postwar readjustment, including numerous small lum- 
ber and metal-working companies that came into exist- 
ence during the war when demand was so great as to 
justify production by high-cost companies. There will 
undoubtedly be pressure to save many of these companies 
by means of higher tariffs or other foreign-trade restric- 
tions; but this can result only in encouraging the main- 
tenance and expansion of relatively inefficient firms in 
some industries at the expense of more-efficient enter- 
prise in other industries. These latter. as a result of re- 
stricted foreign trade, would lose substantial foreign 
markets in the event that a movement to impose tariffs 
or other restrictions is successful. 


(5) Can labor-union policy correct such excesses as 

may exist? 

It is necessary to remind ourselves continually that 
the Nathan report concerns the wage policy of labor 
unions for 1947, not 1946 or 1948 or any other year. 
This is a point of view that is difficult to maintain, yet 
deviation from it accounts for some of the important 
errors that have crept into the discussion. In the Nathan 
report itself the statistics are primarily 1946 data, with 
an emphasis on those of the last quarter. Because the 
trend of the data he used was consistently upward, Mr. 
Nathan felt justified in projecting the last-quarter data 
into the future as a basis for determining 1947 policy. 

Two errors, both serious, are involved in this projec- 
tion. First, because of failure to adjust for inventory 
“profits,” the unadjusted profits data show a continued 
upward trend while the adjusted data show a third- and 
fourth-quarter decline. The fourth-quarter adjusted data 
are about a third below the unadjusted data. But the 
question may also be raised, ‘“‘Does this represent the 
beginning of a consistent downward trend which will 
continue during 1947 ?” The second error is the failure of 
the Nathan report at this point to recognize the impor- 
tance of “uncertainty and instability,” to which attention 
was Called in the first part of the report.** This very un- 
certainty should inject a note of caution into any projec- 
tion of 1946 data for the purpose of forecasting 1947 
profits, a note of caution that is present only to the extent 
that attention is called to the fact that the estimates are 
general in character and cannot be applied to any individ- 
ual industry or company. 

The National City Bank data provide the basis for a 
present evaluation that was not possible when the Nathan 
report was written. If labor-union policy for 1947 is to 
bring about wage increases that would curtail excessive 
profits, this must be done in industries that could reason- 
aboly be expected otherwise to experience a high level 
of profits. If 1946 profits are a good guide, many but not 
all of the consumers’ nondurable-goods industries must 
be the chief target of the drive for higher wages. Yet it 
is these industries that must expect to take the first sharp 





88 Nathan Report, p. 1. 


cuts in prices. These cuts might or might not wipe out all 
1947 profits that bv anv measure could be regarded as 
excessive. If such a development takes place, higher 
wages aimed at curtailing profits might produce devas- 
tuiing losses. The uncertainty is so great that almost 
anv kind of forecast is hazardous. This is true of both 
the timing and the extent of the price and profit reduc- 
tions. They might fall in 1948 instead of 1947. 

The greatest pressure for higher wages, as we have 
seen, has come in industries that have had high profits 
as compared with previous years, but only moderate as 
compared with industry as a whole in 1946. Many of 
these seem likely to benefit most by prospective consumer 
demand in 1947. Companies producing automobiles, 
electric equipment, radios, furniture, and other wood 
products showed profits*®® of between 7 per cent and 11 
per cent of net worth in 1946. The price policies of these 
industries are more stable than those of many others; 
hence, it may be doubted whether they will ever reach 
the profit levels attained by other industries in 1946. 
Union wage policy could probably encroach on the profits 
of these industries in 1947. But for 1948 this would mean 
that price reductions which should otherwise be expected 
would need to be much lower. If this analysis is correct, 
the “dangerous” profits seen by Mr. Nathan might be 
curtailed in 1947 only to reappear in 1948 when conver- 
sion to a high level of productivity had been achieved. 

This, however. is only part of the story affecting 
labor’s ability to correct existing excesses. Actually we 
kuiow relatively little about the price policies of corpora- 
tions. We speculate concerning how prices would be 
determined, using various assumptions about the motives 
of businessmen and about the existence of competition as 
a regulating factor. But these motives vary widely*® and 
the knowledge of the effects of competition as it actually 
exists is extremely limited. Businessmen just do not 
know what price policies will be best for their firms and 
their experimentation produces varying results. 

In spite of the limitations suggested by the preceding 
paragraph, we must grant some validity to speculations 
concerning the effects on prices of so-called marginal 
firms.** One of the strongest arguments that has been 
ottered against the policies advocated by the Nathan 
report holds that prices are determined “in every indus- 
iry” by firms that make no profits or that make only 
enough to keep them producing. Wage increases that 
are industry-wide affect these firms as well as those that 
make good profits. Since the marginal firms must re- 
spond with higher prices or go out of business, the in- 
cvitable result is higher prices for the entire industry 
with no appreciable effect upon profits. 

The weakness in this argument is the assumption that 
prices are in fact determined by the so-called marginal 
firm. Are we to assume, for example, that automobile 





39 National City Bank Monthly Letter, Apr. 1947, p. 46. These 
and all other industry data for 1946 are unadjusted for inventory 
“profits.” 

49 It is, for example, doubtful whether the profit motive is 
nearly as important as usually assumed. See Paul W. Ellis, 
Effects of Taxes Upon Corporate Policy, New York, National 
Industrial Conference Board, 1943, pp. 9-16. 

41 Firms that make only enough revenue to keep them in busi- 
ness. 
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prices are determined not by Ford, General Motors, and 
Chrysler, but by their smaller competitors? Such an 
assumption completely ignores the tendency in many 
iidustries for the low-profit or high-cost companies to 
follow the lead of large corporations in determining 
prices. Any detailed analysis of the effect of higher wages 
on profits must be an industry-by-industry analysis which 
gives full consideration to the varying price-making 
processes. We should expect to find that the wage policy 
of unions in some industries could encroach on profits 
and that in other industries they would only produce 
higher prices. There is no adequate basis for generalizing 
as to the overall effect. Both Mr. Nathan and his critics 
niust be adjudged partly in error at this point, though we 
cannot fairly guess which is nearer the truth. 

It is further argued that some of the output of every 
producer is marginal “under competition.’’ From this 
point of view, every competitor has a choice whether he 
will or will not increase his production, and the limits of 
his choice are dictated by costs, of which wages are the 
largest part.4* The argument is orthodox economic 
theory presumably valid in the long run under conditions 
of perfect competition. But this is not a long-run problem 
and we are not dealing with perfect competition. In the 
seliers’ market of the last year, prices have been so little 
restricted by cost considerations as to render the marginal 
analysis only an intellectual pastime as far as the present 
controversy is concerned. 


(6) Conclusion: Is tinmediate action necessary? 


We are threatened at once with the opposing tenden- 
cies of inflation and deflation. We do not know the 
strength of either, but we are asked to take action to stop 
both at the same time. If their relative strength is nearly 


42See Emerson P. Schmidt, “A Second Round of Wage 
Increases—Prelude to Price Increases,” Business Action (a publi- 
cation of the U. S. Chamber of Commerce), Dec. 23, 1946; see 
also, Machinery and Allied Products Institute, Bulletin No. 1965, 
Dec. 19, 1946, pp. 7-10. Both publications make significant con- 
tributions to the controversy over the Nathan report. 





equal, they may so offset each other as to render any 
special measures unnecessary or even dangerous. A briet 
paragraph in the President’s report seems appropriate 
to this conclusion : 

“During this vear, the underlying favorable factors 
are strong enough to maintain high prosperity. But this 
year brings us face to face with maladjustments and un- 
favorable possibilities which, if not corrected or pre- 
vented, could cause a recession in production and em- 
ployment. The government will watch this situation and 
be prepared for action if needed.’’** 

Prosperity and high-level employment are real possi- 
bilities for 1947 and 1948. But some disturbing influ- 
ences exist. The nature of the action that may be needed 
will depend upon the force and effects of these disturb- 
ances. It is possible that no general change in policy will 
be required. But any abrupt shift at this time might bring 
serious results. This applies to tax policy and to wage 
policy, though certain substantial price reductions seem 
Loth desirable and likely. Neither tax reductions nor 
wage increases can bring any very great advantage as 
long as production continues high and unemployment 
low. On the other hand, both could further stimulate 
present inflationary tendencies. Postponement of both 
until shortages of consumers’ goods are further reduced 
would permit a wider flexibility of action later when a 
need to stimulate consumer demand might become evi- 
dent. The guide to action should be the trend in unem- 
ployment. In March 1947 unemployment stood at 2,330,- 
OVC, or 370,000 less than one year earlier.** As long as 
unemployment continues low and inflationary threats 
are present, no general action seems better than any 
action.*° When one of these dangers disappears, it will be 
time enough for the adoption of positive measures. 





43 President's Report, p. 20. 

44 Survey of Current fae A May 1944, p. S-9. 

*° This is not intended to preclude the adoption of such specific 
measures as voluntary adoption of lower prices, especially in in- 
dustries where these may be too high, for example, in construction. 
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BUILDING PERMITS 
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